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SUBJECT: Court Debt/Fin Corp. Ofset/Corp. Def./Bank |nformation Rptg/Bonds/
Credit Election

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED March 31, 1997, and May 23, 1997,
STILL APPLY.

X OTHER - See comments below.

SUWARY OF REVI SI ON

The departnent’s anal yses of the bill as amended March 31, 1977, and May 23,
1997, are revised to reflect a revised interpretation of the inpact of the
provisions of this bill that would renove the election provision fromthe Los
Angel es Revitalization Zone (LARZ) sales or use tax credit, the Local Agency
MIlitary Base Recovery Area (LAMBRA) sales or use tax credit and the LAVBRA
hiring credit and replace it with a provision limting the taxpayer to one
credit.

SUWARY OF BILL

This bill, sponsored by the Franchi se Tax Board, would do the foll ow ng:

1. Allow the departnent to receive federal information return data regarding the
di scharge or cancell ation of indebtedness.

2. Create a reporting requirenent for payers of interest or dividends from bonds
i ssued by another state that are exenpt from federal taxation.

3. Allowthe state or county to refer to the departnent for collection court-ordered
anounts that are associated with court-ordered fines, penalties, forfeitures or
restitution orders. This provision also would allow restitution orders due a
victimto be referred to the departnment for collection, but only if (1) the account
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10.

11.

12.

is referred by a governnmental entity that has the authority to collect on behal f of
the victim and (2) the authorized governnental entity voluntarily agrees to refer

the debt to the departnment for collection and agrees to other adninistrative duties
relating to account referrals and collection distributions.

Modi fy the definition of “corporation” to include banks, unless specifically
provi ded ot herw se; provide specific | anguage to exenpt banks from existing
provi sions of the Admi nistration of Franchise and |Incone Tax Laws and
Regul ati ons (AFITL) and the Bank and Corporation Tax Law (B&CTL) for which
intentional differences between the treatnment of corporations and banks is
clear, such as the corporation incone tax; and replace the phrase “bank or
corporation” with the term “corporation” throughout the B&CTL and the AFI TL.
The departnment’s policy of not applying Section 24411 to banks woul d be
reversed, allowi ng a foreign bank to pay exenpt dividends to a donestic

wat er’ s- edge taxpayer

Renove the el ection provision fromthe Los Angeles Revitalization Zone (LARZ)
sales or use tax credit, the Local Agency Mlitary Base Recovery Area
(LAMBRA) sales or use tax credit and the LAMBRA hiring credit and replace it
with a provision |imting the taxpayer to one credit.

Amend Chapter 952 of Statutes of 1996, which enacted SB 715, to reflect that its
provisions apply to taxable or incone years beginning on or after January 1, 1997.

Repeal sections referring to offset provisions for personal property taxes or
| icense fees that are obsolete, and delete references to those sections
contained in other sections (B&CTL).

Del ete an obsolete reference that requires all apportioning taxpayers to
mai ntain specified i nformation.

Change Section 19340 of the AFITL to reflect that when an overpaynment is
credited agai nst any amount due, any interest on that overpaynment also wl|
be credited agai nst any anobunt due. This provision also would include a
reference to “this part,” which is the AFITL.

Correct a reference to Section 19276 of the AFITL contained in the Business
and Prof essions Code and the I nsurance Code to reflect that section's
renunberi ng.

Del ete an unnecessary and redundant reference to R&TC Section 23097.

State the intent of the Legislature to replace references to Standard
Industrial C assification Manual published by the United States O fice of
Managenent and Budget, 1987 edition, with code section references to the
North American Industry Classification System (NAICS), expected to be
publ i shed in 1997.
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SUWARY OF TAX REVENUE EFFECT

The following table reflects the estimated i npacts of the various provisions of
this bill.

Estimat ed Revenue | npact of AB 1040
As Proposed to be Anended
(In MI11Ilions)
Provi si on 1997-8 | 1998-9 [ 1999-0
1. Information Reporting/ D scharges Possi bl e accel erati on of
revenue coll ections

2. Infornmation Reporting/Bond Interest $0 | $5 | 11
3 Court-Ordered Debt Collection No Revenue | npact
4. Corporate Definition to Include Banks - ($1) ($2)
5. Renove Credit Elections ** - - ($3)
6 Operative Date No Revenue | npact
7 Fi nanci al Corporation Ofset No Revenue | npact
8 Apportioning Reference Correction No Revenue | npact
9. Interest on Overpaynent No Revenue | npact
10. Reference Correction No Revenue | npact
11. Redundant Reference No Revenue | npact
12. Legislative Intent No Revenue | npact

Tot al - | $4 | %6
** $1 mllion in annual revenue | osses after fiscal year 1999-0.

5. REMOVE CREDI T ELECTI ON

The " Program Background” and “existing |law' discussions in the departnment’s
analysis of the bill as anmended March 31, 1997, still applies.

This provision wuld renmove the el ection provision fromthe LARZ sal es or use
tax credit, the LAMBRA sales or use tax credit and the LAMBRA hiring credit and
replace it with a provision limting the taxpayer to one credit with respect to
qualified property or enployees that qualify for the specified credits (i.e.,
LARZ or LAMBRA sales or use tax credit or LAMBRA hiring credit).

The LARZ sales or use tax credit is available both to individuals and
corporations. These credit provisions require the taxpayer to nmake an el ection,
on the original return, choosing one credit if the expenditure for the property
or enpl oyee’s wages qualifies the taxpayer for nore than one credit (e.g., the
property qualified for the LARZ sales or use tax credit, enterprise zone sales
or use tax credit, and manufacturer’s investment credit). This bill would
elimnate the election that is required as part of the statutory policy to limt
taxpayers to one credit for any itemof qualified property under this incentive;
therefore, taxpayers would be able to claimthe credit on an amended return as
wel | as an original return.

During the departnent’s continuing review of all LARZ statutory provisions, an
i ssue that may be created by this provision of the bill was identified for
corporate taxpayers that previously had not been considered. It has been the
departnent’s interpretation of the statutory provisions that if the LARZ credit
is available to the taxpayer, no other credits my be clainmed for the sane
qualified property, irrespective of whether the other credit statutes contain a
simlar limtation; thus, corporate taxpayers whose property qualifies for the
LARZ may use only one credit. The basis for this interpretation is that the
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LARZ sales or use tax credit in the existing Bank and Corporation Tax Law
(B&CTL) uses the word “all owabl e” instead of “allowed:” “In the case where a
credit is allowable for qualified property under nore than one section in this
part, the taxpayer shall nake an election, on the original return filed for each
year, as to which section applies to the qualified property.” The conparable
Personal I ncome Tax Law (PITL) section uses the word “allowed,” thus the
limtation does not exist for individuals. For tax |aw purposes, the word

“al | owabl e” means the credit is available to be clained, whereas the word

“all owed” refers to a credit actually clained on a return

The provision in this bill uses the word “all owed” for both the PITL and B&CTL
sections: “If the taxpayer is allowed a credit for qualified property pursuant
to this section, only one credit shall be allowed to the taxpayer under this
part with respect to that qualified property.” Consequently, department staff
is of the opinion that the use of the word “allowed” in the bill would limt a
taxpayer to only the LARZ sales or use tax credit if the taxpayer clains that
credit; however, it would permt both individual and corporate taxpayers, where
appropriate, to claimtwo or nore other credits for the sanme item of property so
long as the LARZ sales or use tax credit is not clained (e.g., both the
enterprise zone sales or use tax credit and the manufacturer’s investnent
credit).

The corporate taxpayers that would benefit fromthis change primarily would be
those | ocated in the geographic area of Long Beach where the LARZ overl aps the
Long Beach Enterprise Zone, although other enterprise zones in the Los Angel es
area al so may overlap the LARZ

REVENUE ESTI MATE DI SCUSSI ON

The follow ng revenue inpact is based on a strict interpretation of existing | aw
(i.e. dual credits are not allowed in LARZ/ enterprise zone situations) and

t axpayer self-assessed behavior of generally claimng both credits. Wen the
departnent identifies those taxpayers incorrectly claimng tax credits, it is
assuned that taxpayers would conply. It is also assuned the |egislative change
woul d be retroactive and first apply to incone and taxable years beginning in
1995.

This estinmate was based on 1995 tax return data for LARZ taxpayers that also are
| ocated in enterprise zones. According to this data, there were approximtely
$2 million applied sales tax and hiring credits for manufacturers in enterprise
zones. O these credits it is estimated that approximtely 60% ($1.2 mllion)
is attributable to the sales tax credit, of which approximtely 75%

(approxi mately $900,000) is projected to be relevant investnent property
(located in both zones). Based on departmnental discussions regardi ng taxpayer
behavior, it is estimated that approxi mately 90% of the rel evant taxpayers

| ocated in both the LARZ and enterprise zones (primarily the Long Beach area)
currently are clainmng both the manufacturer’s investnent credit and the
enterprise zone sales or use tax credit on the same qualified property. This

yi el ds approxi mately $800,000 in sales or use tax credits being claimed by
taxpayers that also are claimng a manufacturer’s investnent credit for the sane
property. Under this estimation, the revenue inpact of allow ng taxpayers in
the LARZ/ enterprise zone overlap areas to choose dual credits (e.g., both the
manuf acturer’s investnent credit and the enterprise zone sales tax) would be
approximately $1 nmillion annually. The |arger inpact for 1999-0 reflects four

i ncome years, 1995 through 1998, assunming they would have been identified in
audi t.



